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To take one illustration: the capital employed in 3 Hydro-
Electric Companies in Bombay alone works out to a figure
of 18 crores. It has several times been stated that with the
credit of the State behind it the State could raise'unlimited
amounts of money to acquire public utility concerns. On a.
close examination of the creditworthiness of the State it
could be easily demonstrated that this is a most mistaken
conception that a State can borrow for unlimited amounts
on its credit. To take a concrete illustration: suppose the
Government of Bombay decide to acquire all possible-
utility concerns in the Presidency, the amount of fair
compensation that would be required may run into say
about 30 crores. The State obviously cannot produce all.
cash to pay off the holders of securities of the various public
utility companies. The State will therefore have to give
these holders their own bonds. There is not the slightest
doubt that if not all, most of those who would be compul-
sorily asked to exchange their securities for Government
Bonds would have their confidence so terribly shaken in the
credit of the State that they would like to take the earliest
opportunity of converting their Bonds into cash, with the.
obvious consequence that the 100 rupee par bonds would
either become unsaleable or would sell at very heavy and.
substantial discounts establishing a new level of credit for
the Government bonds. Whilst the original bonds may
have been issued on the basis of 3 to 4%, the new credit
level established may be on 6,7 or 8% basis. Any fresh,
capital borrowing therefore, either for the purpose of ac-
quiring industries or even for normal capital expenditure
of Government, would have to be on the new credit level.